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I. PARAGUAY: KEY ECONOMIC INDICATORS 


Percent Percent 
1985 Change 1986/1/ Change 


Exchange Rate 


Official Import Rate/3/ 
Average Market Rate 


Income, Production, Employment 


GDP at Current Prices/1/2/ 1,070,444 1,391,577 1,751,648 
GDP at Constant 1982 Prices/1/2/ 736,906 756,382 728,063 
Per Capita GDP: 

-US Dollars at Official Rate 1,247 1,375 1,926 
-US Dollars at Market Rate 788 630 660 
Minimum Wage (Guaranies/mo.)/3/ 39,570 52,230 72,090 
Population (Thousands) 3,576 3,681 3,789 
Labor Force (Thousands) 1,236 1,279 1,319 


Money and Prices 


Money Supply/2/3/ 107,623 135,355 169,194 
Consumer Price Index: 

-Average 166.1 208.0 275.7 
-Cumulative 189.0 232.6 - 293.9 
-FETRABAN (Cumulative) 132.0 189.1 3. 251.5 


External Accounts (Millions US Dollars) 


Official Internatl. Reserves (Net)/3/ 519 300 

External Public Debt/3/ 1,503 1,745 

Registered Foreign Debt/3/ 1,654 1,890 

Debt Service/4/ 142.5 185.0 
~Amortization 100.0 
-Interest 85.0 
Debt Service Ratio/5/ 97.4 
Balance of Payments -200.0 
Net Capital Flows from Hydro Projects 40.0 
Merchandise Trade Balance FOB -250.0 
Merchandise Exports, FOB -9.1 150.0 -50.6 
-U.S. Share Percent - 10.0 - 

Merchandise Imports, FOB -13.8 400.0 -9.6 
-U.S. Share Percent - 9.0 


Principal U.S. Exports to Paraguay: Consumer electronics, computers, cigarettes, textiles, 
and machinery (the amount reigstered by the U.S. was $98.9 million in 1985). 


Principal U.S. Imports from Paraguay: Coffee, sugar, leather products, and tung oil (the 
amount registered by the U.S. in 1985 was $25.4 million). 


/\/ Estimates or projections. 
/2/ Millions of guaranies. 
/3/ End of period. 


/4/ Amounts paid or expected to be paid. Projections for amounts owed were $227 million in 


1985 and $249 million in 1986. The differences may be accounted for in large part by 
arrearages and rescheduling. 


Debt service as a percent of registered exports plus net capital inflows to the Central 
Bank from the hydroelectric projects. 


/5/ 





OVERVIEW 


For two years, from late 1983 to late 1985, the Paraguayan economy experienced 
an economic recovery which official figures estimate at 3.1 and 4.0 percent in 
1984 and 1985, respectively. The strength of the recovery was determined 
largely by a rebound in agriculture from the disastrous impact of the 
century's worst rains and floods in 1983. Other sectors, with a few 
exceptions, remained weak. The vicissitudes of nature were a problem again 
from November 1985 through January 1986, when a drought beset the region 
during the period of major agricultural crop development. Largely as a result 
of the drought, agricultural production in 1986 has declined dramatically from 
the record harvests of 1985. The agricultural sector has changed from a 
leading to a dragging economic sector. Overall economic performance will be 
down about five percent in 1986, although official sources maintain that there 
will be one percent growth. 


If adverse weather were the only factor plaguing the Paraguayan economy, the 
outlook might not appear so bleak, since odds are that the weather will 
improve for the next crop. The economy, however, also is suffering from a 
decline in the terms of trade and the government's reluctance to adjust its 
exchange rate policy and implement sounder economic policies to deal with 
inflation, the fiscal deficit, and balance of payments problems. The tight 
money policy imposed from mid 1985, limiting the growth in money supply: Ml 
to 20.2 percent and M2 to 10.6 percent for the year ending in April, has 
brought inflation down from 40 percent over that period to an annual rate of 


10 percent during the second quarter of 1986. However, economic activity is 
being choked as well. 


The issue of the exchange rate is the most serious problem confronting the 
economic policy makers. The authorities have allowed the exchange rate for 
private sector transactions requiring foreign payments to fluctuate in a free 
market, but have been reluctant to adjust the official rates available for 
public sector transactions and for exports. As a result, the exchange rate 
policy constitutes a huge hidden subsidy that disguises the public sector's 
inability to service its debt obligations, and discourages legal export 
activity. If the exchange rate were adjusted to a market level, however, the 
government would face massive deficits which would require major new fiscal 
measures and/or greater money creation. 


Major sources of foreign currency receipts for the Central Bank, such as 
exports, Paraguay's earnings on the Itaipu and Yacyreta hydroelectric 
projects, and foreign borrowing will be lower in 1986. Lending from the World 
Bank has been suspended and the Interamerican Development Bank is not 
approving new loans until the Paraguayan government agrees to exchange rate 
reforms. The balance of payments will register a deficit in the range of $166 
million to $285 million, and reserves will decline accordingly. 


Top government officials are only beginning to recognize that a serious 
financial crisis looms because the Central Bank may exhaust its foreign 
reserves in the near future. An interministerial committee has been 
designated to draw up new policies for economic adjustment, but even its 
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limited proposals are being delayed. The authorities are afraid to act for 
fear of the impact of adjustment on inflation and the public sector deficit. 
Moreover, after many years of highlighting the country's economic achievements, 
it is politically difficult to admit that the government cannot easily cope 
with the obligations incurred. 


The difficult economic situation and uncertainty about the future has 
discouraged private investment. The business sector has become unprecedentedly 
critical of the paralysis in economic policy. Various economic plans have 
been offered, including a call for a five year moratorium on foreign debt 
payments. The interministerial committee's draft proposal for limited exchange 


rate adjustments has been critized by both government and business sources for 
being insufficient. 


PRODUCTION 


The drought proved to be a disaster for agriculture which is the economy's 
most important productive sector. It struck in late 1985 during the planting 
and early plant development stages of the principal 1986 crops. The drop in 
the harvests appears all the more pronounced in contrast with the abundant 
harvests of 1985. Agricultural production in 1987 is bound to recover 
somewhat, if only the weather returns to normal. Nevertheless, economic 
policies remain a problem and international prices for agricultural export 
crops remain relatively depressed, with prospects for further downward 
movement because of world surpluses. These factors suggest that any 
agricultural recovery will be lackluster. Another bleak spot on the near 
horizon for agriculture is the inevitable arrival of the cotton boll weevil. 
The boll weevil threat requires a radical change in the organization of cotton 
cultivation. Cotton currently is raised principally by small farmers for whom 
it is the main cash crop. 


Manufacturing, transportation, and commercialization of agricultural products 
make agriculture a basis for roughly 50 percent of the economy. Therefore, 
the impact of the deterioration in agriculture, which accounts directly for 16 
percent of gross domestic product (GDP), is working downline to retard 
secondary andtértiarysectors in 1986. 


The manufacturing sector as a whole also accounts for about 16 percent of 
GDP. While the sector is buffeted by the problems of agriculture, the 
exchange rate and depressed domestic consumption, some industrial sectors are 
performing well because they compete with imports, which must be acquired at 
the free market exchange rate. Some industrial categories also benefit from 
the tourist trade which remains strong because of the attractive free market 
exchange rate and the availability of imported consumer items like liquor, 
cigarettes, and electronic products. The tourist trade is particularly strong 
in Ciudad Presidente Stroessner, a town on the Parana River across from 
Brazil, which serves as a virtual free zone for Argentine and Brazilian 
shoppers. Ciudad Stroessner is experiencing a commercial boom because of 


economic conditions in Brazil and an influx of immigrant traders to exploit 
the commercial potential. 
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Perhaps more important for economic activity is the lively volume of trading 
of Paraguayan and Brazilian products along the frontier with Brazil. This 
sort of activity has helped sustain forestry and ranching. In fact, ranching 
is one of the healthier productive sectors at the moment because there is 
strong Brazilian demand for cattle on the hoof. 


A preliminary official estimate of one percent growth in GDP seems to discount 
the seriousness of the deterioration in agriculture and the weakness 
predominant in other economic sectors. Even without detailed data by sector, 
it is quite evident that exports have dropped dramatically, domestic aggregate 
demand is depressed, and money is tight in real terms. We foresee little 
prospect for this situation to change during the second half, so the Embassy 
projects an economic decline in the area of five percent for the year 1986. 


Economic growth could resume in 1987 but with little prospect for a strong 
recovery. 


INFLATION 


A loose monetary policy forced on the Central Bank during the first half of 
1985 fueled a substantial rise in the exchange rate and the domestic price 
level. Drought induced shortages and inadequate supplies of some price 
controlled products led to further sharp price rises in early 1986, even 
though monetary policy was tightened from the second half of 1985 onward and 
the exchange rate had declined from its previous high. While inflation 
accelerated, the rise in the official price index peaked at a monthly rate of 
six percent in February. Thereafter, inflation began to decelerate as the 
tight money and appreciating currency would suggest. Inflation during the 
second quarter (April-June) ran at an annual rate of only 10 percent. 


Controlling inflation has clearly been a priority in 1986, and it probably has 
exacerbated the economic recession. The fear of unleashing further inflation 
has been a major reason behind the government's reluctance to apply a more 
realistic exchange rate to public sector entities and allow petroleum prices 
and the costs of public services to rise accordingly. Barring a switch in the 
government's reluctance to implement abrupt economic adjustments, the rate of 
inflation should decline considerably during the balance of 1986. Paraguayan 
Government sources project inflation for the year to be 30 percent, which 
seems realistic considering the current degree of monetary tightness, the 
behaviour of the exchange rate, and the general economic weakness. 


UNEMPLOYMENT AND WAGES 


UNEMPLOYMENT: With the workforce estimated to be growing by three percent 
annually, to 1,316,925 in 1985, economic growth has to be strong to avoid 
adding to the relatively high rate of unemployment. There are no scientific 
surveys on which to base estimates of unemployment but it is evident to the 
public through unprecedented numbers of street vendors, increased begging, and 
more burglaries. One source estimated unemployment reached 23 percent during 
1983, which also was a year of steep recession exacerbated by adverse weather 
conditions. The recovery during 1984-1985 may have helped employment keep 





-6- 


pace with labor force growth, or even have put a dent in unemployment, but 
that progress is being reversed by the severe conditions of 1986. 


Unemployment, or deteriorating economic prospects in general are creating more 
frustration in the Paraguayan populace. In rural areas, the problems of 
inactivity and landlessness are being manipulated as political issues and have 
led to land seizures. In the capital, discontent has been evident this year 
in the popular empathy aroused by several protest demonstrations which were 
violently suppressed by the government. 


WAGES: Paraguayan labor legislation provides for a Government Minimum Wage 
Board to review the minimum wage whenever inflation accumulates to 10 percent 
since the previous wage adjustment. Although adjustments are not automatic, 
the government has been sensitive to political criticism of earlier losses in 
purchasing power and therefore has been more careful to decree adjustments to 
keep pace with inflation. There is, nevertheless, a reluctance to grant the 
increases, in part for fear of inflation. Consequently, the real wage can 
decline as much a 20 percent before the government feels compelled to decree 
an adjustment. Government sources have commented that only 10 percent of the 
work force benefits from minimum wage adjustments, whereas all lose out from 
the spurt in inflation that invariably follows them. Salaries above the 
minimum wage are not necessarily adjusted proportionately to increases decreed 
in the minimum wage. There are no public wage surveys, but we estimate that 
during 1985 wages in general have suffered at least a 30 percent real 
deterioration. The consequent decline in purchasing power is one of the 
factors causing the overall economic weakness. 


INVESTMENT 


GENERAL: National account statistics on capital formation are not available 
on a timely basis. We can only speculate that gross fixed investment is 
falling even more rapidly than gross domestic product in the current 
environment of economic austerity and uncertainty. In recent years, gross 
fixed investment used to range from 25 to 38 percent of GDP. Investment in 
the binational hydroelectric projects, included in these figures, was as high 
as 12 percent of GDP at its peak but by 1984 had declined to four percent. We 
would estimate that gross fixed investment has now declined below 20 percent 
of GDP. Statistics on foreign investment in Paraguay are also unavailable 
because there is no requirement to register foreign investment. Foreign 
applications for tax benefits under Paraguay's investment statute, however, 
are down, which suggests that total foreign investment likewise is off. 


ITAIPU: By the end of 1985, the cumulative investment on the joint 
Paraguayan-Brazilian hydroelectric project on the Parana River amounted to 
$12.97 billion: $7.4 billion in capital investment and $5.6 billion in 
financial costs. Several billion dollars more in investment and financing 
costs will have to be covered before the project is completed in 1990. 


Early in 1986 the Brazilian and Paraguayan Governments reached agreement 
through annexes to the Itaipu Treaty on a system for payments of royalties and 
other compensations. These will be reflected in the Itaipu Authority's 
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commercial electric rates for sales to the respective Brazilian and Paraguayan 
networks. The treaty requires the definitive electric rate to be announced 

two years prior to commercial sales. Once the cost parameters were established 
in the treaty annexes this year, the Binational Authority approved a rate 
amounting to $14.06 per month per KWH of capacity for sales to Paraguay and 
$14.75 per KWH for sales to Brazil. The latter price was higher to cover the 
cost of the compensation to be paid to Paraguay for electricity ceded to 
Brazil. Based upon the 65 percent projected utilization of the project's 
generating capacity when it is completed, these rates suggest KWH electric 
costs of 3.1 cents for Brazil and 3.0 cents for Paraguay. 


YACYRETA: The second binational hydroelectric project on the Parana River in 
which Paraguay is a partner is being constructed with Argentina which bears 
the responsibility for financing the project, just as Brazil is responsible 
for Itaipu. Argentina's own financial problems and disagreement over the 
exchange rate applied by Paraguay for financial transfers to pay for 
Paraguayan participation in the undertaking have slowed the rate of progress 
on Yacyreta. The latter dispute was settled in late 1985 by an agreement 
whereby roughly 30 percent of the payments to Paraguay are made to the Central 
Bank at the official exchange rate of 240 guaranies per dollar and the 
remainder of the payments are exchanged in the free foreign exchange market. 
Investment on the project in 1986 will be approximately $155 million. A total 
of $1.8 billion has been invested in the project with financing guaranteed by 
Argentina. Paraguay has earned roughly $600 million so far through its 
participation in Yacyreta. 


The civil works construction is now about 12 percent complete. Bridges have 
been completed linking Yacyreta Island with the Paraguayan and Argentine banks 
of the river, and work is progressing on the navigation lock. A U.S. company 
is participating in the consortium that won the bid for construction of 20 
turbines for the first phase of the project. The delay in awarding and then 
negotiating this contract has been a factor holding up progress on the civil 
works, because the specifications for the machine house depend on the design 
of the turbines. The pace of work could pick up in 1987 inasmuch as the long 
delayed contract is now expected to be signed at the end of July. The 
schedule of the project has been set back some, so that the first generating 
unit will not be functioning before the end of 1992 at the earliest. 


FISCAL 


The country's condition of economic austerity is very evident in the government 
budget. Expenditures of the Central Administration are budgeted to rise only 
four percent in 1986 compared to the amended budget of 1985. Compared to 
actual expenditures obligated in 1985 there is no allowance for increase. 
This implies a considerable real decline in the face of a projected 32.5 
percent rise in the average price level for the year. The authorities are 
holding the line on expenditures by allowing government wages to decline 
substantially in real terms and by cutting capital expenditures. These two 
areas have been subjected to austerity treatment now for several years, which 
raises the question of how much longer the retrenchment can be sustained. 
Current expenditures are bound to be higher than anticipated in the 1986 
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budget. Capital expenditures, on the other hand, may decline by even more 
than the amount budgeted because financing through foreign loans is being 
affected by the suspension of World Bank disbursements. 


Government receipts have picked up in recent years thanks to inflation's 
expansion of the tax base, and will continue to rise moderately in nominal 
terms in 1986, even though the economy is in recession. The increase will 
probably be even greater than envisioned in the budget. The performance of 
revenues relative to expenditures has permitted the government to control its 
overt budget deficit which was approximately 10.4 billion guaranies in 1985, 
even though official statistics reported a surplus. Data are not available on 
the budget execution of the rest of the public sector which includes some 33 
separate agencies, financial institutions, public utilities, and other 
commercial enterprises. Although the preliminary budget for these agencies 
usually projects a surplus (see Table II), the Central Bank's balance sheet 
shows that net internal credit extended to the public sector aside from the 
central government increased by 10.9 billion guaranies in 1985. The Central 
Bank financing probably consists largely of foreign exchange provided to 
service the government guaranteed external debt of public enterprises that are 
unable to meet their own payments. Adding this deficit with the fiscal 
deficit suggests a consolidated public sector deficit of a minimum of 21.3 
billion guaranies, even though officials report that government accounts are 
in surplus. 


This aspect of the deficit is only the tip of the iceberg. The official 
exchange rate policy hides much larger deficits by providing huge subsidies to 
the public sector for its external payments. Assuming a market exchange rate 
of 700 guaranies per dollar, we estimate this public sector subsidy at 170 


billion guaranies, or equivalent to 10 percent of gross domestic product for 
1986. 


MONETARY 


Paraguay's economic policy predicament has destabilized its monetary policy, 
which had a reputation for economic orthodoxy until recent years. By 1983, 
the government deficit emerged as a significant factor driving monetary 
emission. In 1984, the overt government deficit was narrowed so that the 
expansion of internal credit (Central Bank credit) to the public sector was 
lower, but still considerable. Internal credit to the banking sector expanded 
significantly, and an anomalous exchange rate policy, whereby the Central Bank 
bought foreign currency from exporters at higher rates than it sold foreign 
currency for payments, also contributed to strong monetary emission. These 
factors of expansion were partially offset by the contractionary effect of 
foreign reserve losses due to the balance of payments deficit. 


During the first half of 1985, while the exchange rate policy was contributing 
to monetary stimulus, internal credit was also loose. Frightened by a sharp 
dip in reserves during the first two months of the year, the Central Bank 
attempted to accumulate reserves during the subsequent few months by holding 
up currency sales. The consequence of these policies became evident in a 
sustained rise in the exchange rate and the domestic price level. 
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The Central Bank reacted to the problem during the second half of 1985 by 
soaking up liquidity. Liquidity remains tight thus far in 1986, although the 
Central Bank has made some rediscount lines available to the banks to finance 
the cotton and soybean crops. Rather than raise the export exchange rate this 
year to accommodate the needs of exporters, the Central Bank has lowered the 
minimum export prices. The net result of this measure was to reduce the 
amount of money creation attributable to the gap between the Central Bank's 
export rate (the buy rate) and its lower official rates for payments (the sell 
rates). At the same time, the volume of exports for which earnings could be 
exchanged into guaranies was also considerably lower because of the impact of 
the drought. 


By acquiring less foreign exchange from exporters, the Central Bank has 
sacrificed its foreign reserve position at a time when Paraguay's external 
payment obligations on its foreign debt are rising. It is no secret that the 
current monetary policy cannot persist. Reserves are being depleted and the 
country could be forced into a suspension of payments. The government's 
policy dilemma is that it cannot have the dollars it needs to comply with its 
external obligations and have low monetary emission, unless it can raise the 
exchange rate to an attractive level for exporters and increase the receipts 
of the public sector through higher public service tariffs and better 
taxation. Public doubt that this dilemma will be resolved has fueled economic 
uncertainty. Many believe that government will be forced either to postpone 
its payments or to create excessive quantities of guaranies for use by the 
public sector to acquire its foreign exchange. 


Considering the unstable policy environment driving monetary policy during the 
past few years, the authorities have been able to hold the increases in 
monetary aggregates under a surprising degree of control. Money supply (M1) 
has increased 22.7, 32.0, and 25.8 percent each year from 1983 through 1985, 
respectively. The increases in M2 which includes savings deposits have been 
held to 21, 20, and 20 percent, respectively, each year. This degree of 
discipline, part of which is sustained by choking off credit to the private 
sector, cannot be maintained for long. Once international reserves are 
depleted, monetary emission will accelerate and it will not be possible to 
squeeze the weakened private sector much further to offset this factor. 


EXTERNAL SECTOR 


FOREIGN EXCHANGE AND PAYMENTS: The exchange rate and payments problem is the 
most serious factor distorting economic decisions and undermining economic 
performance. For several years since the onset of balance of payments 
problems in 1982, the authorities have experimented with a variety of 
palliative measures intended to avoid the necessary adjustment in exchange 
rate policies. Although the intention was to avoid exchange rate instability 
and inflation, the consequences of not coming to terms with the need to 
establish realistic values for the guarani are evident in policy instability, 
economic deterioration, payments arrearages, and persistent balance of 
payments deficits. 
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The official exchange rate structure prevailing since January 1985 is as 
follows: 


160 Gs/$ Public sector capital transactions. 


240 Gs/$ Public sector imports approved in the annual budget and 
priviledged private sector imports for inputs; registered 
private capital and investment inflows; and a portion of the 
receipts from the Itaipu and Yacyreta hydroelectric projects. 


320 Gs/$ Registered exports. 


Free market All other transactions. 


Although inflation has surpassed 40 percent since this rate structure was 
established, the Central Bank has not been allowed to adjust the structure of 
official exchange rates. Since some adjustment had to be made for the 1986 
export season, the monetary authorities opted for a disguised devaluation of 
the export rate by lowering minimum export prices. Lowering the minimum 
prices for most products allowed the Central Bank to establish higher 
effective exchange rates, different for each product, but only by sacrificing 
the amount of foreign exchange received by the Central Bank. 


The Central Bank's reducing minimum export prices, among other measures, has 
tended to increase the supply of dollars available in the free market by more 
than $100 million. At the same time monetary policy has been extremely tight. 


This has restrained demand for dollars and forced businesses to repatriate 
foreign dollar savings for working capital. In retrospect, it is not 
surprising that the guarani has appreciated in value through the first half of 
1986. At midyear, the free market rate was fluctuating in a range of 650-700, 
while the government was considering a plan for economic policy changes which 
would move the 160 and 240 official exchange rates to 320 guaranies per dollar 
and raise the export rate from 320 to 500 guaranies per dollar. In addition, 


the plan would impose a 10 percent exchange rate surcharge on all petroleum 
and private imports. 


Net official international reserves were $519 million at the end of 1984 
according to the Central Bank's own figures which might be slightly overstated. 
The net figure does not account for payment arrears nor indicate the quality 
or composition of the reserves. Upwards of $100 million of the figure, for 
example, are non-transferable, dollar denominated assets in Brazil. Reserves 
declined during 1985 to $445 million; and will decline substantially again by 
the end of 1986. Government sources have estimated that 1986 balance of 
payments deficit could range from $285 million to $166. If financed by the 
Central Bank, the deficit would bring the net reserve level down to a range of 
$160 million to $279 million even without allowing for clearing up all the 
payment arrearages. The government's own estimates, however, also place the 
end of year reserve target at $306 million ($216 net disposable reserves and 
$90 million non-transferable reserves). Either way, it is evident that 
international reserves are so perilously low that the external payments 


constraint will become the most crucial factor in the government's economic 
policies during the next year. 
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FOREIGN DEBT: The medium and long term registered foreign debt reached 
$1,772.6 million in 1985, which was an increase of 7.2 percent over the level 
at the end of 1984. The registered debt is broken down into $1,627 million 
owed by the public sector and $145 million owed by the private sector. 


The government, which has tried to obtain political credit from not having to 
reschedule its debt, is now reluctant to acknowledge its debt servicing 
problem, although it has been rescheduling some of its loans without fanfare, 
on a case by case basis. The most recent official estimates of debt service 


payments for 1986 onward have been lowered to a range of $185 million to $220 
million per year. 


MERCHANDISE TRADE: In view of the phenomenal harvests in 1985, the quantities 
of cotton and soybeans exported were up 77.6 and 47.3 percent, respectively. 
Nevertheless, the value of exports registered by the Central Bank was down 
9.15 percent to $303.9 million. Lower world prices and the Central Bank's 


lowering of the minimum values at which exports are registered explain the 
drop. 


The Central Bank has lowered minimum values for exports further during the 

1986 export season in order to compensate for not raising the export exchange 
rate from the 320 guaranies per dollar set in January 1985. As a result, 
registered exports, which would have been down by 30 percent anyway because of 
the drought and weak prices, are unlikely to approach even $150 million for the 
year. Production of export crops is bound to be better in 1987 if only for the 
likelihood of better weather, but world prices will be a problem. The world 


is awash in surpluses of cotton and soybeans, which account for 80 percent of 
Paraguay's registered exports. Cotton, which is now selling for 65 cents per 
pound on world spot markets, has fallen to 35 cents a year forward. Soybeans 


are not as weak but neither do they show promise of improving over this year's 
prices. 


Paraguay exports major quantities of wood and cattle on the hoof, among other 
products, to neighboring countries. The trade probably is expanding because 
of increased demand in Brazil, but it is not registered--nor is a substantial 
volume of importation from neighboring countries. During 1986 the government 
has sought to improve tax collections and foreign exchange inflows by 
attracting some of this "tolerated" smuggling into official channels. Special 
trading regimes have also been improved to facilitate a greater flow of 
Brazilian coffee and soybeans through Paraguay, which benefits from servicing 
these export operations. All told it is estimated that Paraguay exports about 
twice what it registers, and some government sources believe the. country is 
easily capable of exporting one billion dollars of merchandise in short order 
with the right policy stimulation. 


U.S. imports from Paraguay (Paraguay's exports), according to Department of 
Commerce statistics, slipped badly in 1985 from $43.8 million the previous 
year to $25.4 million, largely because of declines in coffee and leather 
products and in the value of tung oil. The U.S. is not a major buyer of 
Paraguayan products since 80 percent of the country's exports are cotton and 
soybeans which compete with the U.S. in world markets. The downward trend 
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appears to be persisting in 1986. U.S. imports from Paraguay over the period 
January-April were $3.6 million, down from $7.9 million for the same period of 
1985. A major item in the country's exports to the U.S. is its sugar quota 
which is worth about five million dollars. About 20 percent of the country's 
exports to the U.S. enters duty free under the Generalized System of 
Preferences. Paraguay's continued eligibility for that benefit has been 
questioned because of labor practices in the country. The Paraguayan 
Government, however, has reported that it intends to implement changes in 
labor practices that will ensure its continued eligibility for GSP benefits. 


Registered imports in 1985 were off one-third to $442.3 million FOB, largely 
because of a decline in purchases by public enterprises. Much of this may be 
explained by the completion or near completion of major projects. Since so 
much of the purchases by public enterprises is financed by foreign loans, the 
evaporation of foreign credit to the country is also having an effect, as is 
the Central Bank's efforts to limit allocations of foreign exchange at the 
official rate for imports. Petroleum product imports were down about 17 
percent. They will be down further in 1986 but, because of fixed contracts 
held by the state petroleum importing monopoly, the full savings from lower 
world prices might not be realized before 1987. 


Registered private imports, most of which are acquired at the free market 
exchange rate, actually increased from $208.6 in 1984 to $238.5 in 1985. 
Because the economy is in recession, this may not happen again in 1986, even 
though the value of the guarani in the free market is much higher. Total 
registered imports in 1986 might fall near $400 million but the registered 
merchandise trade deficit will still grow from $138.4 million in 1985 to $250 
million because of the poor performance of merchandise exports registered by 
the Central Bank. As is the case with exports, the official figures for 
imports may cover only about half the actual volume of Paraguayan imports. 
Smuggling for domestic consumption and importation of products which are 
really “in transit" for neighboring countries are significant. 


U.S. exports to Paraguay (Paraguay's imports), as registered by the Department 
of Commerce, were $98.9 million in 1985, up 55 percent. The total for 1986 is 
likely to be higher still. U.S. exports over the period January-April were 
$37.9 million, up from $25.0 over the same period of 1985. 


ADDITIONAL COMMERIAL IMPLICATIONS FOR THE UNITED STATES 


U.S. trade with Paraguay has been recovering smartly mostly because of 

Paraguay's role as an entrepot for products intended for Argentina and 

Brazil. Imports intended for local consumption are not likely to be bouyant 
despite the lower exchange rate in 1986 and more competitive prices vis-a-vis 
Japanese and European suppliers because the domestic economy is in recession. 
Paraguayan exports to the U.S. have been declining but there is growing local 
interest in exporting manufactured articles, like clothing and shoes, to the 


U.S. Paraguay's export exchange rate may be the most serious obstacle to more 
activity in this regard. 
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In view of the economic difficulties which have caused payment delays and 
defaults, U.S. suppliers have approached the Paraguayan market with caution. 
Bankers report most private transactions are now conducted on the basis of 
sight payment or cash collateralized letters of credit. Since most private 
import transactions have been transferred to the free market where there are 
no exchange controls, payments have now become more regular. U.S. businesses 


therefore should not ignore the private opportunities that still exist, albeit 
on a small scale. 


Registered U.S. investment in Paraguay is under $50 million and not 
increasing. Although Paraguayan statutes indicate an open attitude toward 
foreign investment, investor interest has been limited, partly by the lack of 
economic opportunities during these difficult economic times and partly by the 
growing burden economic policies impose on the private sector. Moreover, 
official incentives to invest are modest, and the Paraguayan Government does 
not approve OPIC insurance coverage. Small scale interest in acquiring land 
for ranching, farming or as a speculative hedge persists but may be affected 
more in coming years by the problems of land distribution in Eastern Paraguay. 


With the notable exception of Yacyreta, opportunities for participation in 
public sector projects are limited. Public investment is on the decline 
because of budgetary problems and the Paraguayan Government's increasing 
difficulty in obtaining financing. A number of public works projects would 
move ahead if private financing were available but that appears to be an 
increasingly remote possibility given the government's economic crisis and the 


generally inverse correlation between project feasibility and government 
priority. 











Is market 
research your, 


eak link? 


Let us help you find your best overseas markets. 


Exporting can be less than profitable if you aren’t 
selling to your best markets. Yet finding up-to-date, 
reliable information about overseas markets can be 
time consuming and frustrating. 


Now you can benefit from the detailed research and 
on-site interviews conducted by experienced overseas 
research analysts for the U.S. Department of 
Commerce. 


What you get 


DOC’s International Market Research Reports are 
comprehensives studies of single industries in selected 
countries or regions. They provide— 

¢ information on market access and trade barriers, 
¢ analyses of market size and trends, and 

¢ demand forecasts. 


They also list— 

¢ market share figures, 

* imports from the United States, 
* best selling products, 

¢ end-users and key buyers, 


This product is provided by DOC’s U.S. and 
Foreign Commercial Service, your global 
network of trade professionals. 


* potential agents, 
* trade associations, and 
* local publications suitable for advertising. 


What you pay 


International Market Research Reports cost from 
$50 to $250 and are available on a variety of industries. 
We will send you a catalog listing prices, industry 
titles, and countries when you mail in the coupon 


MAIL TO: 

U.S. Department of Commerce 
International Trade Administration 
U.S. and Foreign Commercial Service 
P.O. Box 14207 

Washington, DC 20044 


Please send me a catalog of available International 
. Market Research Reports. 


([] Please have a Trade Specialist contact me with more 
information. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 
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ucts worldwide, and success sto- 
ries of firms like yours. We’ll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 
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I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 
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can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 
below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
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Here’s my check made out to the Super- 
intendent of Documents. 


z C) Charge my VISA or MasterCard No. 
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(Signature) 


(Expiration Date) 
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